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  ACE	  Research	  Vignette:	  When	  Do	  Sales	  and	  Employment	  Grow	  Together?	  	  
	  
This	  series	  of	  research	  vignettes	  is	  aimed	  at	  sharing	  current	  and	  interesting	  research	  findings	  from	  our	  team	  of	  
international	  Entrepreneurship	  researchers.	  In	  this	  vignette,	  Professor	  Per	  Davidsson	  considers	  some	  of	  the	  dynamics	  
associated	  with	  firm	  growth.	  
	  
Background	  and	  Research	  Question	  
	  
Previous	  research	  on	  the	  growth	  of	  independent,	  small	  and	  medium-­‐sized	  firms	  (SMEs)	  has	  noted	  that	  measures	  of	  
growth	  based	  on	  sales	  turnover	  and	  number	  of	  employees,	  respectively,	  are	  not	  always	  strongly	  correlated.	  That	  is,	  
sometimes	  sales	  growth	  is	  accompanied	  with	  high	  employment	  growth,	  and	  sometimes	  not.	  This	  has	  been	  treated	  as	  a	  
technical	  methods	  problem,	  threatening	  to	  cause	  confusing	  results	  concerning	  the	  causes	  and	  effects	  of	  firm	  growth	  as	  
different	  studies	  employ	  different	  measures.	  	  	  	  
	  
Instead	  of	  viewing	  low	  correlations	  as	  a	  methods	  issue	  we	  draw	  on	  the	  theory	  of	  Transactions	  Cost	  Economics	  to	  
investigate	  the	  substantive	  reasons	  why	  the	  correlation	  between	  sales	  growth	  and	  employment	  growth	  are	  stronger	  
under	  some	  conditions	  than	  others.	  In	  short:	  	  
	  
Under	  what	  conditions	  is	  high	  sales	  growth	  likely	  to	  be	  accompanied	  by	  high	  growth	  in	  employment?	  	  	  
	  
A	  high	  degree	  of	  alignment	  between	  the	  two	  arguably	  reflects	  that	  firms	  find	  it	  necessary	  to	  develop	  own	  capacity	  to	  
meet	  increased	  demand,	  rather	  than	  to	  buy	  inputs	  (including	  manpower)	  from	  other	  firms	  operating	  in	  the	  market.	  The	  
plus	  sign	  beside	  the	  upward	  vertical	  arrow	  in	  Figure	  1	  indicates	  that	  the	  conditions	  listed	  in	  the	  lower	  left	  box	  are	  reasons	  
for	  expecting	  the	  sales	  growth	  	  employment	  growth	  correlations	  to	  be	  stronger.	  In	  addition,	  the	  plus	  sign	  below	  the	  
vertical	  arrow	  pointing	  left	  suggests	  that	  the	  influence	  of	  these	  conditions	  on	  the	  sales	  growth	  	  employment	  growth	  
correlation	  is	  stronger	  in	  resource-­‐scarce	  environments.	  This	  is	  because	  in	  such	  contexts	  firms	  are	  to	  a	  greater	  extent	  
forced	  by	  economic	  necessity	  to	  act	  in	  the	  least	  wasteful	  way	  possible.	  
	  
FIGURE	  1.	  Factors	  influencing	  the	  sales	  growth	  <–>	  employment	  growth	  relationship	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• High	  product/firm-­‐specific	  knowledge	  is	  required	  from	  workers	  	  
• Personalized	  customer	  service	  is	  important	  
• Proprietary	  information	  (e.g.,	  trades	  secrets)	  is	  important	  
• Screening	  and	  supervising	  employees	  is	  comparatively	  easy	  
• Worker	  performance	  is	  difficult	  to	  measure	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  How	  we	  investigated	  this	  
	  
This	  research	  followed	  1,357	  randomly	  sampled	  Swedish	  firms,	  all	  started	  in	  the	  same	  year,	  through	  repeated	  surveys	  
over	  their	  first	  ten	  years.	  Employment	  growth	  was	  assessed	  as	  change	  in	  employment	  numbers	  over	  the	  ten	  years.	  Sales	  
growth	  was	  measured	  as	  the	  trend	  (regression	  slope)	  in	  sales	  based	  on	  annual	  accounting	  data.	  In	  line	  with	  common	  
research	  practice	  for	  hard-­‐to-­‐measure	  theoretical	  constructs,	  each	  of	  conditions	  assumed	  to	  influence	  the	  relationship	  
between	  sales	  growth	  and	  employment	  growth	  was	  measured	  with	  a	  battery	  of	  survey	  questions	  which	  were	  combined	  
to	  an	  index.	  The	  measure	  of	  resource	  scarcity	  focuses	  on	  access	  to	  financial	  resources.	  	  
	  
What	  we	  found	  
	  
In	  resource-­‐scarce	  environments	  the	  results	  strongly	  supported	  the	  theory-­‐based	  predictions.	  That	  is,	  employment	  
growth	  is	  likely	  to	  more	  closely	  follow	  the	  development	  of	  sales	  growth	  for	  firms	  that	  experience	  the	  following	  conditions:	  	  
high	  product/firm-­‐specific	  knowledge	  is	  required	  from	  workers,	  and/or	  personalized	  customer	  service	  is	  important,	  
and/or	  proprietary	  information	  is	  important,	  and/or	  screening	  and	  supervising	  employees	  is	  comparatively	  easy,	  and/or	  
worker	  performance	  is	  difficult	  to	  measure.	  By	  “worker”	  we	  here	  mean	  any	  employee	  or	  outside	  hire	  that	  undertakes	  
paid	  tasks	  for	  the	  firm.	  	  
	  
However	  –	  and	  importantly	  –	  in	  resource-­‐abundant	  environments	  these	  relationships	  were	  not	  only	  weaker;	  they	  were	  
virtually	  non-­‐existent.	  Corresponding	  research	  based	  on	  Australian	  data	  is	  unfortunately	  not	  available.	  However,	  there	  is	  
no	  obvious	  reason	  to	  believe	  that	  results	  would	  be	  fundamentally	  different	  in	  Australia.	  	  
	  
Business	  and	  Policy	  Advice	  
	  
The	  broader	  implication	  of	  these	  results	  for	  firms	  operating	  in	  comparatively	  “easy”	  environments	  is	  that	  it	  is	  easy	  to	  slide	  
into	  “fat	  cat”	  behaviour.	  Firms	  experiencing	  good	  times	  need	  to	  force	  themselves	  to	  stay	  on	  their	  toes	  (that	  is,	  organise	  
their	  operations	  in	  economically	  optimal	  ways)	  when	  the	  environment	  does	  not	  create	  enough	  pressure	  to	  force	  them	  to	  
do	  so,	  because	  sooner	  or	  later	  the	  environment	  will	  turn	  tougher.	  For	  policy	  makers	  the	  broader	  implication	  is	  that	  
weaker	  response	  to	  economic	  stimuli	  should	  be	  expected	  when	  firms	  do	  not	  work	  under	  strong	  environmental	  pressure	  
to	  do	  their	  best	  merely	  to	  survive.	  
	  
In	  a	  more	  narrow	  sense,	  the	  results	  suggest	  specific	  conditions	  on	  which	  young	  firm	  founder-­‐managers	  have	  reason	  to	  
self-­‐reflect.	  To	  what	  extent	  do	  these	  conditions	  hold	  or	  not	  hold	  for	  our	  firm,	  compared	  to	  most	  other	  firms?	  Accordingly,	  
to	  what	  extent	  should	  our	  sales	  growth	  lead	  to	  the	  build-­‐up	  of	  internal	  assets	  and	  employees	  with	  firm-­‐specific	  skills,	  and	  
to	  what	  extent	  can	  we	  rely	  on	  buying	  in	  capacity	  from	  the	  market	  as	  needed?	  Close	  examination	  of	  the	  answers	  to	  these	  
questions	  can	  help	  in	  developing	  the	  most	  suitable	  growth	  path	  for	  the	  firm.	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